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Minister of Finance, 
Orrawa, Ontario. 


Dear SIR: 

In accordance with the provisions of the Foreign Exchange 
Control Act Iam submitting herewith a report of the operations 
of the Exchange Fund Account for the year 1946. Annexed 
hereto is a statement of the assets and liabilities of the Exchange 
Fund Account as of December 31, 1946, with comparative figures 
for December 31, 1945. Also annexed hereto is a statement of 
the revenue and expenditure of the Account in the year 1946 
with comparative figures for 1945. 

In comparing the balance sheet of the Exchange Fund Ac- 
count at the end of 1946 with the balance sheet for the end of 
1945 it is necessary to distinguish clearly between (a) changes in 
the amount of gold and foreign exchange held in the account, and 
(b) change in the Canadian dollar valuation placed upon gold and 
foreign exchange consequent upon the revaluation of the Canadian 
dollar in July 1946. 

The changes in the Exchange Fund Account’s actual hold- 
ings of gold and United States dollars in 1946 were as follows: 
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At the end of 1946, the Exchange Fund Account held $536.0 mil- 
lion in gold and $686.3 million in United States dollars, a total 
of $1,222.3 million U.S. The variations in total ofhcial holdings 
of gold and United States dollars since September 15, 1939, are 
shown below: 


TABLE I 


Official Holdings of Gold and U.S. Dollars 


(in millions of U.S. dollars) 


KEG.B: 

(and Bank Dominion 

of Canada) Government Private! Total 
pepe. 15, 11039 238.7 22.4 132 Ae ya 
Dec. 31, 1939 272.8 33.4 98 404.2 
Dee SS DOA odio cs. ema 309 .3 20.8 2 RP 
Dec (Sie Gal 164.1 Dia _ 187.6 
Deer SAGA Zhe na). Sera 242.9 Fans) = 31875 
Dec. 31, 1943 ae 76.4 - 649.6 
Dec wie tO4 dia Moe kaa ae 800.1 102.1, = 902.2 
Dec 4a LOA eh ea eee eee 127509 25251 = 1,508.0 
Dees Ua Oe OW) a dale 122223 220 = 1,244.9 


1 Exclusive of working balances. 


It will be noted that total ofhcial holdings of gold and United 
States dollars were $263 million lower at the end of 1946 than a 
year earlier. Sterling holdings consisted entirely of working 
balances and no other foreign currencies were held in the Exchange 
Fund Account. More extended comments are made later in this 
Report on the changes in Canada’s foreign exchange position in 


1946. 


Revaluation of Assets 

The principal changes in the balance sheet of the Exchange 
Fund Account in 1946 resulted from the revaluation of the Can- 
adian dollar on July 5, 1946°. The gold and foreign exchange held 
in the Account are valued on the basis of the ofhcial buying rates 
for foreign exchange. When the Canadian exchange rate was 
restored to parity with the United States dollar on July 5, 1946, 
it became necessary accordingly to write down the value of the 
gold and foreign exchange position of the Exchange Fund Account. 
The details of this operation are shown in the following statement. 


2 The rates established on that date for spot transactions were: 


US. dollars — buying — _ par 
selling — 3% premium 
Sterling — buying — $4.02 
selling — $4.04 


the former rates having been: 


US. dollars — buying — 10% premium 
103% premium 
— buying — 4.43 
selling — $4.45 


Sterling 
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Statement of Revaluation of Assets consequent upon Change in 
Exchange Rates on July 5, 1946 


Assets written down 


VORA are) mea Ey aha Bt LOD O21 i. 35 
yi sty UR PIO i) At bee aa ea 1,069,640. 49 


ASO S an tai tv eumes Watecsll AUN 56,631,958 .'76 
eae Pe a ee 000.7 7a. BO 


Against which was applied 


Coat Ls ee auch nef $ 83,876,974 .41 
Reserve Cun 9 hres were, 49,321,652 .92 
Excess of Revenue over Expendi- 
Pures iy OA, eee et oe baton 1,658,026 . 80 
——_—_—_—_—— $ 134,856,654.13 
Balance im Revaluation Deheit Account!) 02!) Oly Was) $98, 807:124' 67 





These changes are all reflected in the annexed balance sheet 
for December 31, 1946. It may be recalled that the capital of the 
Exchange Fund which has been written off in connection with 
the 1946 revaluation originally arose from an upward valuation 
of the gold reserves of the Bank of Canada pursuant to the Exchange 
Fund Act of 1935. The Reserve Fund applied against the re- 
valuation deficit represents the excess of revenue over expenditure 
in the Exchange Fund Account during the period September 15, 
1939 to December 31, 1945. After applying the excess of revenue 
over expenditure for 1946, the uncovered balance in the Revalua- 
tion Deficit Account amounts to $28.8 million. 


The liabilities of the Exchange Fund Account at the end of 
1946 consisted virtually exclusively of advances from the Minister 
of Finance which were repaid to the extent of $25 million in the 
course of 1946 and amounted to $1,275 million at the end of the 
year. 


Revenues and Expenditures 


The statement of revenue and expenditure which is annexed 
shows that the excess of revenue amounting to $1.7 million in 
1946 compared with $3.8 million in 1945. Although exchange 
turnover was higher in 1946 than in 1945, revenue from this 
source declined as a result of the reduction from approximately 
1 per cent to approximately 4 per cent in the spread between the 
oie buying and selling rates for foreign exchange which went 
into effect on October 15, 1945. Earnings on investments of 
foreign balances rose by approximately the same amount as the 
interest paid to the Minister of Finance on Canadian dollar 
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advances to the Exchange Fund Account. The latter amounted 
to $9.8 million in 1946; the rate charged on these advances was 
5 per cent. Commissions paid to banks on foreign exchange turn- 
over were approximately $250,000 lower in 1946 than in 1945; 
the rate of commission was zz per cent, having been reduced 
from 4 per cent on November 1, 1945. 

The general operating costs of the Foreign Exchange Con- 
trol Board ($572,598) were virtually the same in 1946 as in the 
previous year. Details of these costs, with explanatory notes, are 
annexed hereto. 


Gold Transactions 


The following statement summarizes the gold transactions 
of the Exchange Fund Account in 1946: 


Gold Purchased in 1946 


(in millions of U.S. dollars) 


From Minister or Finance wee | oe ee ora 
Brom Foren Danks ines ee ke en 4 
—_—— 531.8 
Gold Sold in 1946 
Powanque Nationale ouisseuntec). tries Mello 
To Federal Reserve Bank oriNiy 2 337.7 
To Minister of Finance for International Mon- 
etary) Fund 2) ey ee a ee a ee 10 
ae 349 .6 
Net increase in gold holdings in 1946............ — 182.2} 


1Jt should be noted that this increase is expressed in terms of U.S. dollars and therefore differs 
from the increase in gold holdings shown in the balance sheet appended, which is expressed in 
terms of Canadian dollars. 


All transactions took place on the basis of the ofhcial price 
of gold, viz., $35 U.S. per fine ounce’. The gold purchased from 
the Minister of Finance is derived from current gold production. 
Gold was purchased from the Bank of England in the amount of 
$136 million U.S. in March 1946, the Canadian dollar counterpart 
being used by the United Kingdom for the settlement of outstand- 
ing inter-governmental accounts which was negotiated in con- 
nection with the Financial Agreement. The bulk of the balance 
of the purchases from foreign banks was made against United States 
dollars. The sales to the Banque Nationale Suisse and the Federal 
Reserve Bank of New York were for the purpose of acquiring the 





2The revenue from gold transactions shown in the annexed Statement of Revenue and Ex- 
penditure arises from the fact that gold is carried on the books of the Exchange Fund Account on the 
basis of the realizable price when sold through official channels in New York, which allows for 
shipping expense and the handling charges made by the U.S. Government. Transactions occasion- 
ally take place with other countries at a price which, while no higher than $35 U.S. per fine ounce, 
is slightly more favourable than the price realizable in the United States. 
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currency of the countries concerned. The sale of $1 million to the 
Minister of Finance was for the purpose of paying part of Canada’s 
gold subscription to the International Monetary Fund; the balance 
($74 million) of the subscription was paid in February 1947. 


ExcHANGE ContTrROL Po.icizgs AND METHODS 


During 1946 general exchange control policies and methods 
remained substantially as outlined in the previous Report. Men- 
tion may, however, be made of certain changes which while of 
no great significance from the point of view of general exchange 
policies are of interest to considerable groups of the public. 


Travel 

In September 1946 the regulations were amended to provide 
that a resident having in his possession United States banknotes 
and coin in an amount not exceeding $100 is not required to sell 
them to the Board. In line with this, the exemption from permit 
for the export of funds by resident travellers was increased from 
a total of $50 to a total of $150 of which not more than $100 may 
be in United States currency. 


Change of Residential Status 


A person who was ordinarily resident in Canada at the 
beginning of exchange control, or at any subsequent time, cannot 
acquire non-resident status for exchange control purposes unless 
the Board so determines. The reason and necessity for this is 
that if a resident were able, by moving out of Canada, to acquire 
automatically the status of a non-resident, which would enable 
him to withdraw his funds from Canada, there would be no 
effective way of controlling exports of capital and the purposes 
of exchange control would be defeated. 


A liberal policy has been followed in dealing with applica- 
tions for change of status since June 1944 and during 1946 the 
policy was further modified. Change of status is now granted 
in any case where the applicant has a bona fide intention of leaving 
Canada permanently and has obtained permanent entry to the 
country to which he is destined. Persons moving to sterling area 
countries and United States citizens resident in Canada who are 
returning to take up residence in the United States are authorized 
to transfer all of their assets from Canada. In other cases the trans- 
fer of up to $25,000 is ordinarily authorized during the first year, 
subsequent transfers being subject to further application; United 
States dollars are not provided for these withdrawals of capital 
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but when the applicant acquires the status of a non-resident the 
transfers may be made through the unofficial market in the United 
States. 


Capital Transfers from Sterling Area 

Since March 1946, the United Kingdom and other sterling 
area exchange controls have normally permitted the transfer to 
Canada of the full amount of legacies (previously restricted to 
£1,000) and other capital payments from sterling area estates to 
Canadian beneficiaries, as well as certain other types of capital 
payments which could previously be made only to blocked sterling 
accounts. 


ForftIGN ExcHANGE CONTROL ACT 


At the session of Parliament in 1946, the Foreign Exchange 
Control Act (10 Geo. VI, chap. 53) was passed to come into force 
on January 1, 1947, and to replace and supersede on that date the 
Foreign Exchange Control Order, passed under the War Measures 
Act, under which exchange control was carried on from its incep- 
tion in September 1939. The Act also replaces the Exchange 
Fund Act, 1935, under which the Special Exchange Fund Account 
in the name of the Minister of Finance was originally established. 


The Foreign Exchange Control Act continues without 
substantial modification the general character of the exchange 
control and the method of administration as contained in the 
Foreign Exchange Control Order. The following changes may, 
however, be noted: 


1. Under the Exchange Fund Act and the Foreign Exchange 
Control Order, all expenses of administration of exchange control 
have been paid out of the Exchange Fund Account. Under the 
Act, the Bank of Canada, as fiscal agent for the Government, is 
required to furnish without charge the staff, premises, office 
supplies and equipment required by the Board, and to pay travelling 
expenses of the staff. Commissions to authorized dealers on 
purchases and sales of foreign exchange continue to be paid out 
of the Exchange Fund Account at rates authorized by the Governor 
in Council. All other expenses are to be met out of moneys 
appropriated by Parliament. 


2. The earnings of the Exchange Fund Account, which have 
been formerly accumulated as a reserve fund, are now payable 
to the Consolidated Revenue Fund annually. 

3. Rates of exchange, which have heretofore been established 
by the Foreign Exchange Control Board on instructions from the 
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Minister of Finance, are now prescribed by the Governor in 
Council. 


4. Regulations for the purpose of carrying out the provisions 
of the Act are made by |the Governor in Council whereas similar 
regulations under the Foreign Exchange Control Order have 
been made by the Board. 


- New Foreign Exchange Control Regulations 


New Foreign Exchange Control Regulations were made by 
the Governor in Council on December 19, 1946, and came into 
force at the same time as the Foreign Exchange Control Act on 
January 1, 1947. These Regulations reflect two notable changes in 
general foreign exchange control policy brought about as a result 
of new factors arising out of steps which Canada and other nations 
are taking with a view to re-establishing world trade on a mult 
lateral basis. 


Under the terms of the agreement made at the time the 
$3,750 million credit was negotiated with the United States, the 
United Kingdom is committed to make the current sterling receipts 
of other countries freely available for expenditure anywhere by 
July 15, 1947. As a preliminary but important step towards 
this end, arrangements were made between Canada and the United 
Kingdom under which sterling became transferable, on January 
1, 1947, between Canada and a number of other countries, in- 
cluding the United States, in addition to countries in the sterling 
area. This meant that Canadian exporters and importers have 
been able, since the beginning of 1947, to trade on a sterling basis 
if they wish to do so with the following countries as well as 
with those in the sterling area: ; 


Argentina Guatemala Philippine Islands 
Colombia Haiti Salvador 

Costa Rica Honduras United States and 
Cha Mexico Territories 
Dominican Republic = Nicaragua Venezuela 
Ecuador Panama 


In March 1947, Belgium, the Netherlands and Portugal, and 
in April, 1947, Italy were added to this list and it is expected that 
other countries will be added as the United Kingdom completes 
the necessary arrangements with them. Transactions with these 
countries are not restricted to sterling but may also take place 
in terms of United States dollars if the parties prefer that course. 

While the establishment of sterling convertibility is a wel- 
come step, it does not mean that the whole of Canada’s surplus 
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with the United Kingdom is now available to offset a deficiency 
with other parts of the world. To the extent that our exports to 
the United Kingdom are financed by credit, they do not give rise 
to any surplus of sterling convertible into United States funds. 
The main significance of the arrangement to Canada is the prospect 
it offers that when economic recovery in the United Kingdom has 
proceeded to the point where her balance of payments equilib- 
rium has been restored, the whole of Canada’s surplus from trade 
with the United Kingdom will once again be available to meet 
our characteristic deficit in trade with the United States as was 
the case prior to the commencement of the war. 


Meanwhile, this convertibility of sterling again makes it 
necessary to exercise control over sterling transactions and over 
transfers of Canadian dollars from Canada to the sterling area. 


The other principal change in the new Foreign Exchange 
Control Regulations arises from the extension by the Canadian 
Government of export credits to various European countries to 
assist them in overcoming their difficulties during the transitional 
period and re-establishing their trade. These credits were at first 
used largely for purchases in Canada by the foreign governments 
concerned and were handled under a special exchange control 
procedure. For all other exports to the countries concerned, 
exchange control regulations required the exporter to obtain pay- 
ment in foreign exchange. Several of the countries, however, 
wished to use the Canadian credits to finance private trade 
with Canada and at the 1946 session of Parliament, the Export 
Credits Insurance Act was amended to enable this to be done. 
In line with this, the new Foreign Exchange Control Regula- 
tions provide that exports from Canada to France, Belgium, 
Norway, Holland and Czechoslovakia, as well as to sterling area 
countries, may be made for settlement either in foreign exchange 
or in Canadian: dollars paid from a bank account in Canada of a 
resident of one of those countries. As in the past, payment may 
not be made for exports to these or other countries with 
Canadian dollars acquired in unofficial exchange markets. 


The new Regulations and instructions issued under them 
also provide for certain increases in exemptions from completion 
of forms and extend the authority of banks to deal with trans: 
actions in a number of cases without referring them to the Board, 
the purpose being to simplify exchange control procedures for the 
public to the greatest extent possible consistent with the main- 
tenance of effective control. 


UNOFFICIAL MARKET IN CANADIAN DOLLARS 


In the latter part of 1946, after the return to parity with the 
United States dollar, the Canadian dollar was quoted at a discount 
in the so-called unofficial market in New York. The existence of 
a spread between the official rate and the rate quoted for the 
Canadian dollar in the unofficial market in the United States is 
not a new phenomenon. In June 1940, for example, the unofficial 
quotation in the New York market averaged 10 per cent lower 
than the official rate and for the year 1940 as a whole it was 5 
per cent below the official rate. 


Although the phenomenon is not a new one, the recent 
emergence of a discount on Canadian funds in the unofficial market 
in the United States has attracted considerable attention and it 
may be useful to outline briefly the significance of this market?. 
The most important fact about the unoficial market is that trans- 
actions in it are entirely restricted to non-residents. Any resident of 
Canada requiring funds for expenditure in the United States for 
authorized purposes is able to obtain them through the official market 
at the official rate. Furthermore, no resident of Canada coming 
into possession of United States dollars is ever authorized to 
convert them into Canadian dollars through the unofficial market. 
All foreign exchange transactions in which residents of Canada are 
authorized to engage take place at official rates of exchange. 


Moreover the great bulk of the transactions which non- 
residents have with Canada take place at the official rate of ex- 
change. Foreign exchange is provided at the ofhcial rate to pay 
for imports, for travel expenditures, for services of all types, and 
for the income earned by non-residents on their large investments 
in Canada, including the income which is paid to them in the first 
instance in the form of Canadian dollars. Foreign exchange is 
also sold to residents at the official rate to enable them to pay off 
debts to non-residents which are payable in foreign exchange. 


There are, however, certain types of capital payments to 
non-residents which, under existing arrangements, are not eligible 
for conversion into United States funds out of Canada’s official 
reserves. Examples of such payments are the proceeds of per- 
mitted sales of securities by non-residents in Canada and the 
proceeds of maturing obligations which are payable in Canadian 
funds. In such cases, and also in the case of non-resident bank 
balances, although United States dollars cannot be obtained from 





1A more detailed explanation of the unofficial market will be found in the brochure **Answers 
to some Questions about the Unofficial Market in Canadian Dollars” published in April 1947 by 
the Foreign Exchange Control Board. 


Canadian sources to effect a conversion, the non-resident concerned 
is free to transfer his Canadian dollars to another non-resident. 
This transfer of “‘inconvertible” Canadian dollars between non- 
residents is an unofhcial market transaction; it takes place at what- 
ever rate may be agreed upon between the non-residents concerned. 


The use to which the non-resident acquiring Canadian 
dollars in the unofficial market can put them is limited. They 
cannot be used, for example, to pay for exports from Canada, as 
the regulations require that exports to the United States dollar 
area shall only be made for payment in foreign exchange. Nor 
can they be used to pay for most types of current services rendered 
by Canadians. The main use to which non-residents can put 
Canadian dollars acquired from other non-residents in the unofhcial 
market is to make capital investments in Canada, e.g. to purchase 
Canadian domestic securities. In addition, American tourists may 
also cover their Canadian dollar requirements in this way, though 
in practice it has been found in the past that the greater part of 
their expenditures has been covered by the sale of United States 
funds in Canada. 


In the light of the restricted and highly specialized nature of 
the unofficial market for Canadian dollars it is clear that the rate 
quoted there has limited significance. All but a very small fraction 
of Canada’s international transactions take place at official exchange 
rates. All current account payments to non-residents may be 
made in foreign exchange obtained in Canada at official rates. All 
of Canada’s current receipts from transactions with the United 
States dollar area (except some part of our tourist receipts) accrue 
in the form of foreign exchange. The significance of the unofiicial 
market relates therefore mainly to capital items. 


(GENERAL OBSERVATIONS ON THE BALANCE OF PAYMENTS 


If all of Canada’s international transactions resulted in imme- 
diate cash settlement, changes in official gold and foreign exchange 
reserves would provide a more accurate indication of the variations 
in the balance of international payments than was the case in 
1946 when a large proportion of Canada’s exports were made 
available on credit without giving rise to immediate cash settle- 
ment, or by way of Mutual Aid and Relief. It is therefore neces- 
sary to supplement the analysis of changes in the Exchange Fund 
Account and other official exchange reserves with the more com- 
prehensive reflection of our international position to be found in 
the balance of payments statistics. 
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Table II] shows our current account balance of payments 
with the world as a whole and with the main divisions of economic 
significance in 1946. Taking the world as a whole, we had a net 
favourable balance on current account of $458 million, a figure 
greatly in excess of the favourable balance experienced in any 
previous year of peace. To the extent of $107 million the exports 
giving rise to this balance were paid for out of funds provided by 
Canadian Mutual Aid appropriations or Canadian contributions to 
ofhcial relief through UNRRA, etc. The improvement in Canada’s 
net international position with the world as a whole which took 
place in 1946 is, therefore, the recoverable balance of $351 million. 


This overall improvement in our international debtor position 
conceals divergent movements in our relationship with the United 
States on the one hand, and with the United Kingdom and other 
countries on the other hand. With the United States we had an 
adverse current account balance of $603 million and with other 
countries we had a favourable balance, excluding Mutual Aid and 
official relief, of $954 million. Of the favourable balance of $954 
million with countries other than the United States, $750 million 
was financed by Canada through net export credits and advances. 


Transactions with the United States 


The large deficit which arose in 1946 in Canada’s current 
account transactions with the United States was by no means a 
novel development. Indeed such a deficit has been characteristic 
of our current account transactions with that country and the 
deficit has generally been particularly high in years of Canadian 
prosperity. In every year during the long period for which 
records are available our current expenditures in the United States 
have exceeded our current receipts there, with the exception of 
the years 1944 and 1945 when there were abnormally large tem- 
porary receipts from the sale of munitions and grain to the United 
States. 


In the course of the war, Canada’s requirements of United 
States dollars rose very sharply, but through sales of war supplies, 
special sales of grain and capital inflows we obtained enough 
United States dollars not only to cover our requirements but also 
to build up substantial gold and United States dollar reserves. 
With the end of the war some of the abnormal factors which had 
operated in the later war years to reduce and then eliminate the 
disequilibrium in the Canadian balance of payments with the 
United States disappeared, and the traditional pattern again 
emerged. Current Canadian expenditures on goods and services 
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in the United States again far exceed receipts from United States 
purchases of Canadian goods and services. Current Canadian 
receipts declined sharply in 1946 from the abnormally high levels 
reached in the last years of the war, while expenditures in the 
United States were of record proportions. The gap of $603 million 
between current expenditures of $2,178 million and current 
receipts of $1,575 million in 1946 was larger even than that experi- 
caee in the prosperous year 1929, as shown by the following 
table: 


ABLE LIT 


Net Balances of Current Transactions with the United States, 
1929 and 1946. 


(in millions of Canadian dollars) 








1929 1946 

patel e (Gla Ge. 8 aA Poth ge AUN od ne Sn TN Go — 430! 
Me tnomerm tyra iu ful ia ot AW) Fite gee 1896 
OWE! ei aici Wie We YO yoo alas ue. EOS + 83 
Wee Lg Pbntolss hha tola tte Me on Oe eh Le i. — 204 
rele ianershipping ye emis. nv ch Uy RAL | puns othe = 06 
ENOL Wer CHITCNE IteMe ue Gk kc. te tll oil Men — 82 

Balance on current account......... — 437 — 603 





1 Including $55 million receipts from War Supplies Ltd. 
Including $21 million payment by Canadian Government to U.S. Treasury for immovable 
assets and equipment. - 


When it is borne in mind that prices in the United States 
were, on the average, about 25 per cent higher in 1946 than in 
1929, and that the population of Canada increased by nearly 
25 per cent between these years, the 1946 current account deficit 
with the United States does not appear to be greatly out of line 
with that experienced in 1929. 


The large current deficit with the United States in 1946 no 
doubt arose to some extent from abnormal demands which had 
been accumulating for years, but it cannot be dissociated from 
the record peacetime levels of national income and expenditure. 
The very high level of economic activity is the result of heavy 
exports to the United Kingdom and Europe, combined with 
heavy internal demands in Canada for both investment and con- 
sumption goods. The great expansion in Canadian expenditures 
in the United States is a reflection of the prevailing high level of 
Canadian incomes which provided the purchasing power with 
which to satisfy current and accumulated demands during a period 
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when increased supplies of civilian goods and services became 
available in the United States. Imports from that country rose 
sharply during the second half of the year and reached a new peak 
in the closing months. Improved supply and rising prices appear 
to have been the principal reasons for the increase in the value of 
imports in the latter part of the year. Strong unsatished Canadian 
demands existed throughout 1946 but shortages of commodities 
and interruptions to transportation held down the movement of 
commodities to Canada during the early part of the year. The 
effect of price increases in the United States upon the cost of im- 
ports was very great; in the conditions prevailing the rise in prices 
appears to have had but little effect on the volume of purchases. 
While some of the commodities imported may have gone to refilling 
the industrial pipelines and re-stocking there is no evidence of 
abnormal inventory accumulations. 


Part of the reason for the present concentration of Canadian 
imports from the United States is that American industry has been 
reconverted to peace production with exceptional rapidity while 
the restoration of the civilian industries of certain of our European 
suppliers has been slower. We have, in consequence, been im- 
porting some commodities from the United States which were 
formerly purchased overseas. 

Expenditures in the United States on non-merchandise items 
were also very heavy in 1946. With greater freedom of travel, 
higher travel costs and more merchandise available in the United 
States, Canadian travel expenditures reached a new peak of $131 
million. There were also larger payments for business services 
and personal remittances and some payments by the Canadian 
government to the United States government for the purchase of 
immovable assets left in Canada and military equipment. 


Dividends paid by Canadian subsidiaries to parent companies 
in the United States were heavier throughout the year than in 
1945 and were exceptionally large towards the end of the year. 
Interest on Canadian bonds and debentures held in the United 
States was somewhat less in the aggregate, due mainly to redemp- 
tions and refinancing at lower rates. 


While Canadian expenditures in the United States were 
$466 million higher in 1946 than in 1945, Canadian receipts were 
$165 million lower. The decline in receipts was mainly due to the 
virtual cessation of abnormal sales of munitions and wheat which 
had been such prominent sources of dollars during the latter years 
of the war. (There were, however, appreciable receipts by War 
Supplies Ltd. early in 1946 from shipments of munitions in earlier 
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periods.) Other war expenditures by the United States govern- 
ment in Canada also declined sharply. On the other hand, as a 
result mainly of a larger export volume and higher prices for pulp 
and paper, ordinary exports to the United States were higher in 
1946 than the previous year. As noted above, however, a large 
portion of our exports has gone to meet overseas commitments. 
Generally speaking, moreover, the high level of Canadian utiliza- 
tion of both investment and consumption goods has reduced the 
amounts available for export out of Canadian production. 


Table IV below shows the sources from which Canada’s 
deficiency of United States dollars was financed in 1946. It shows 
that even in that year we received $237 million in gold and con- 
vertible exchange as a result of transactions with countries other 
than the United States, mainly from the United Kingdom and 
other countries to which we extended credit. In pre-war years, 
of course, the whole of our large current surplus with these 
countries would have been available to offset a deficiency with the 
United States. Receipts of convertible exchange from these 
countries and from capital inflows covered the greater part of our 
deficiency with the United States in 1946 and drafts on our liquid 
holdings of gold and United States dollars amounted to $263 
million U.S. 


Tasie [V 


Sources of Financing of Canada’s Current Account 


Deficit with U.S.A., 1946 


Reduction in Othcial Reserves). 2. eel o's oe $263 million US. 
Gold purchased from United Kingdom in connection 
with Anglo-Canadian Financial Agreement.... 150 million Can. 


Balance of current receipts from countries other than 


U.S.A. and U.K. including transfers of U.S. funds 


royaneue BYRNE RA erate e lk veges) BY, million} Can. 

Balance, representing capital inflows and exchange 
Ra Cen ieM eine One any 200) ude. Wo LOS. ome lan, 
TRG pat Oh MeL, he We Oa) DEGGIE ty. 


The current account deficit with the United States in 1946 
resulted in an increase in Canada’s net indebtedness to that 
country. From the outbreak of war until the end of 1945, Canada’s 
net debtor position in relation to the United States dollar area 
remained virtually unchanged, an increase in United States invest- 
ments in Canada being just about counter-balanced by an increase 
in Canada’s assets in the United States. Figures for gross foreign 
investment in Canada, by geographical areas, in 1939 and 1945 
are shown in Table V. 
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The changes in the net indebtedness of Canada to the United 
States dollar area in 1946 are shown in Table VI below: 


Tasie VI 


Principal Changes in Canada’s Debtor Position Vis-a-Vis the 
United States Dollar Area, 1946 
(in millions of U.S. dollars) 


A. Decreases in Canada’s External Assets 


Decrease in liquid reserves of gold and U.S. dollars....... 263 
Pos pecurntigsisalcdor matured tists wl, Mae GML Bae. 8) aiaael 52 
OP Oere Pore mnasstswrea tized ne Aanels lis ae dide sty ole lane 
ote! Dectease im’ External“Assetsiv. ..... csrce caucus pe g00 
B. Increases in Canada’s External Liabilities 

United States holdings of Canadian securities........... — 32 
ee Can aeDOLLOWING, ahh. coh e aes em) oo 61 
otal imerease iniixtemal Liabilities. 02. cones. 29! 

Total Increase in Indebtedness indicated by above changes in 
vets ho Tel eGf Mayra mat 0) \ SMU ALON a tne RUM OPS oe Meee OM ERY. 9 


1Excluding changes in undistributed profits of branches and subsidiaries of U.S. companies 
in Canada. 


Canada’s external United States dollar assets were reduced 
by $330 million in 1946, of which $263 million is accounted for by 
the decline in liquid reserves of gold and United States dollars. 
Liabilities abroad showed little net change in the year. The net 
reduction of $32 million in United States holdings of Canadian 
securities was the combined result of net American purchases 
of outstanding Canadian securities in the amount of $206 million 
and net retirements of Canadian securities held in the United 
States through payment at maturity or call, amounting to $238 
million. It will be recalled that toa considerable extent the increase 
in Canada’s liquid reserves between 1939 and the end of 1945 arose 
from purchases of Canadian securities by American investors and 
it may be noted that even after the large recent maturities and calls, 
United States holdings of Canadian securities are considerably 
higher than before the war. 


Transactions with the Sterling Area 

In the years immediately preceding the outbreak of war 
Canadian trade with the countries of the British Commonwealth 
was the principal source of convertible exchange required for 
meeting current deficits with the United States. The credit 
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balances in Canada’s current account with the sterling area, though 
much lower than their wartime peaks, are now much larger than 
before the war. Net current credits exceeding $650 million in 1946 
may be compared with a balance of approximately $160 million 
in 1937. Continued large shipments of Canadian food, forest prod- 
ucts and metals to the United Kingdom and heavy exports of a 
variety of commodities to other countries in the sterling area 
combined with the small volume of British commodities being sold 
to Canada were the principal factors behind the large current 
credit balances. The post-war problem of financing the sterling 
area deficiency of Canadian dollars is a continuation, though on a 
much smaller scale, of the wartime situation in which British 
requirements for commodities in the Western Hemisphere greatly 
exceeded British income in that region. 


During the war, Mutual Aid by Canada was the principal 
means of filling the gap. With the end of the war, Mutual Aid 
shipments were terminated. To enable the United Kingdom to 
continue making purchases in Canada and to assist in making 
it possible for her to meet transitional post-war deficits in her 
balance of payments, the loan of $1,250 million was negotiated in 
March 1946 and approved by Parliament in May. At the same 
time an agreement was signed between Canada and the United 
Kingdom on the Settlement of War Claims, as a result of which the 
United Kingdom paid the Canadian government $150 million 
representing the balance owed to Canada of all outstanding war- 
time claims arising out of supplies and services and facilities pro- 
vided by the two governments during the wartime period up to 
March 1, 1946. These funds were provided by the sale of an 
equivalent amount of gold to Canada. The British debt of $425 
million to Canada with respect to the British Commonwealth 
Air Training Plan was cancelled under the terms of the Financial 
Agreement. 


Sterling area expenditures in Canada in 1946 amounted to 
$1,134 million against current receipts of $472 million, leaving a 
gap of $662 million. As Table VII shows, the gap was bridged 
mainly by drawing on the new credit to the extent of $540 million. 
Interim advances to the sterling area in 1946 preceding the negotia- 
tion of the credit amounted to $112 million, and were included in 
connection with the settlement referred to above. The effect of 
that settlement was to clear away all outstanding liabilities between 
the two governments with the exception of the 1942 loan of 
$700 million, of which $472 million remained outstanding at the 
end of 1946. 
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Taste VII 


Sources of Financing of Sterling Area’s Current 
Account Deficit with Canada, 19461 


(in millions of Canadian dollars) 


(apadianerivate Redemption of Securities, .... 6. cb ehsjijeln ss 134 
Cenadian Oticial Repatriation. of Securities). 61)... span ee 1 
Sale of Gold and U.S. Dollars to Canada....... Ne thas 5). 0 
Change in Canadian Accumulation of Sterling Balances... .... = ALD. 
Repayment on Loan of $700 mm. by Canada to United oy — §9 
Canadian Mutual Aid to Sterling Area...... ea 5? 
Interim Advances to Sterling Area?...... Leaman ve aN oA lage 
All Other Capital Transactions, including e1 errors and omissions. — 26 
Authorized credit of $1,250 mm. by Canada to United 1 Kingdom | 540 
British Financial Settlement with Canada....... ee eg Oe 

662 


1Subject to revision. 

2As reflected in statement of Mutual Aid appearing in the Public Accounts 1946 which is 
still subject to revision. 

8The major part of these advances was comprised in the Financial Settlement of March 1946. 

Source: Dominion Bureau of Statistics. 


Transactions with Countries Other than the 
United States and United Kingdom 

As is indicated in Table JJ, Canada had a current surplus 
(exclusive of relief and Mutual Aid shipments) of nearly $300 
million with countries other than the United States and United 
Kingdom in 1946. For the greater part, however, this surplus did 
not give rise to convertible exchange as it was financed, to the 
extent of approximately $210 million by credits extended by 
Canada under the Export Credits Insurance Act. Table VIII 
below shows the net loans and advances extended in 1945 and 
1946. 

Tasie VIII 


Net Loans and Advances to Foreign Governments 
(in millions of Canadian dollars) 


1945 1946 
France.... Wi iains abi are Sang. Wat a 2) 34.9 108.9 
Wetherlanes. Sih) ENE a Ce RE 29.8 34.2 
PP ae ny oo a ae 2275 30.1 
China x5. ae a 16.5 
Norway .. NOME TMR Tish ites IMAP hy: Sikts Sahn toate 6.2 L082 
U.SS.R.!. EES geal Th eon (hed Mire Rpeaanie 9.9 1.8 
Netherlands Indies . Pe ere en 0.6 4.8 
Czechoslovakia .. . mt On7 02 

104.6 209.7 


1Excludes repayments of $5.0 million received in 1946 on the $10 million wheat loan but in- 
cludes interim advances of $8 .8 million. 
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In virtually all of the credit agreements, provision was made 
whereby a part of the borrowing country’s purchases in Canada 
would be paid for in convertible exchange. In 1946 it is estimated 
that Canada received, gross, approximately $60 million in United 
States funds and other convertible exchange from countries (other 
than the United Kingdom) to which credit was extended—partly 
by direct sales of United States dollars to Canada by the govern- 
ments concerned, and partly as a result of private trade with 
these countries. 


In addition to the exports on credit, certain exports to 
European countries and to China were financed out of the Canadian 
contribution to UNRRA and other official relief. On the other 
hand, as .indicated, UNRRA transferred to Canada in 1946 
United States funds amounting to approximately $30 million to 
cover purchases here. 


Our trade with that part of the world, other than the United 
States, which operates on a cash or convertible exchange basis 
was close to equilibrium in 1946. Imports from Latin America 
Were in excess of exports, but this was more than balanced by a 
surplus elsewhere. 


SUMMARY: IMPORTANCE TO CANADA OF CONVERTIBLE INCOME 
FROM OVERSEAS 


The foregoing analysis has shown that Canada’s position in 
relation to the world as a whole was a strong one in 1946. Our 
productive equipment was larger and more efficient than ever 
before in our history. Our labour force was fully employed. Our 
price level was probably lower than that of any other important 
country competing in world trade. Our international transactions 
yielded an over-all surplus which went to reduce our net inter- 
national indebtedness. 


Unfortunately, however, the outside world cannot, for the 
time being, be regarded as an economic unit. Currencies are not 
mutually inter-convertible and they will become so in a completely 
significant sense only when the overseas countries whose econo- 
mies were seriously impaired as a result of the war have restored 
their output and their productivity to the point where they can 
balance their international accounts out of their own exports and 
other foreign earnings. Canada, as one of the world’s largest 
trading nations, has recognized its vital national interest in the 
economic restoration of its overseas customers, in order that they 
may ultimately be able to resume mutually profitable trade with 
us on a cash basis. 
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Through her export credits, Canada has contributed to 
reconstruction and recovery on a scale which will bear comparison 
with any country in the world. At the same time, not all of 
Canada’s current surplus with the countries concerned has been 
financed on credit; appreciable sums have been received in gold 
and convertible exchange. For the time being, however, Canada 
is meeting the deficiency in her current account balance of pay- 
ments with the United States in part by drawing on her accumula- 
tions of gold and United States dollars. Fortunately, these were 
large at the end of the war and have provided a breathing-space 
in which we could export quite a substanaial amount on credit 
while importing for cash. But it is clear that in the long run we 
shall have either to reduce our deficit with the United States by 
selling more to, or spending less in, that country or to increase our 
United States dollar income from other countries. 


The rehabilitation of the United Kingdom and other Euro- 
pean countries is of paramount significance in the prospects for the 
future supply of needed United States dollar exchange. The re- 
habilitation of the European economies entails the restoration of 
productivity, that which has been impaired by the dislocations of 
the wartime period as well as that which was physically destroyed 
or deteriorated. The success of the United Kingdom in the export 
drive in 1946 is an example of the extent of reconversion which may 
be accomplished in a short period. The volume of British exports 
expanded from about one-third of the 1938 volume at the end of 
the war to a level of 110-115 per cent in the latter part of 1946. 
But the export goals yet to be reached (which have been set forth 
in the British White Paper—Economic Survey for 1947) of 140 
per cent by the end of 1947 and eventually 175 per cent, point 
to the heavy task still ahead. The calls on limited British 
production to meet the urgent requirements of the domestic market 
and to aid in the reconstruction of war-shattered economies were 
so great that only a disappointingly small volume of British 
merchandise was shipped to Canada and other dollar countries in 
1946. According to official British sources, 42 per cent of British 
imports came from the dollar countries in 1946 while only 14 per 
cent of British exports were shipped to these countries; on the 
other hand the United Kingdom had a surplus of exports with many 
European and sterling area countries with inconvertible currencies. 

Some of the European countries with which Canada had a 
substantial volume of trade before the war have much further to 
proceed in the rehabilitation of their economies than the United 
Kingdom. Canadian export credits are contributing towards this 
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reconversion by assisting in removing wartime dislocations and 
destruction and hastening the day when productivity will again 
be restored in these countries and it will be possible for them to 
export commodities and services in return for their imports. 
Settlement of the political and economic problems of Central 
Europe is of basic importance to the re-establishment of all Euro- 
pean economies. Until that is achieved, it appears likely that 
European production will remain subnormal and the ability of the 
continent to pay for commodities in the Western Hemisphere 
will remain impaired. 


Canada has participated along with other countries in the 
establishment of important international machinery designed to 
aid in the restoration of the world economy. The International 
Monetary Fund has facilities to help restore the convertibility of 
currencies and it provides an anchor of stability in what would 
otherwise be a disturbing period of financial adjustments. In so 
far as the Fund hastens the achievement of complete exchange 
convertibility and enlarges the area, particularly in Europe, to 
which it applies, its operations will contribute directly to the 
restoration of the type of international environment best suited 
to the structure of the Canadian balance of payments, and to the 
Canadian international economic position. The International Bank 
for Reconstruction and Development has before it a task which is 
in some ways of even more immediate significance, for the most 
pressing requirement is for long-term credit to countries whose 
basic economic situation is sound but which are short of foreign 
purchasing power to enable them to restore, within a reasonable 
length of time, their sources of productivity. 


The testing period lies ahead. It will determine whether the 
combined efforts of the countries whose economies were left in 
a weakened condition by the war, of the international institutions 
which were set up to aid in the task of reconstruction and stabiliza- 
tion and of the countries which are so placed that they can—in 
their own as well as in the general interest—make a material con- 
tribution to world reconstruction, will prove adequate to establish 
a viable economic system. 


I am. Dear Sir, 
Yours faithfully, 


GiilFL GOW ERS; 


Chairman. 
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GENERAL OPERATING COSTS OF FOREIGN EXCHANGE CONTROL 
BOARD 


(cents omitted) 


1945 1946 
Salaries and Cost of Living Bonus!......... 422,605 438,471 
Unemploymentiinsurancetmew, 0). iid es 2,333 2,333 
‘Travelling expenses veers 06) Wt ly 14,225 12,362 
POstalicencorsnite uM wn rena ctu 40,000 a 
Rentals wlightwete Smee Jammer! 2 Mec 14,691 15,830 
Office equipment including rentals and repairs Cr. 78 1,449 
Dlationery anc wprintinan me wn dh 22,693 43,457 
‘Lelecrams ani) cablestatye ye a. eee Oe 8,548 8,931 
POlEHHORES I TMM Ty Oem eO Ue Ech Mande ly 23,748 23,151 
POSEADE HE: CR Rah Rainy arN eM manage Nee 2,868 1,901 
EXPO RS IM oy AEP MMM oe kl: AAP DME een aD 8,329 10,252 
Enforcement Costes diesen) rata 4a an 5,563 3.570 
BUnCeR a te ee imeee citer’ CARVER Wk | ae 10,088 10,249 


$575,520 $572,598 


Nortrrs— 
1The staff of the Board was: 
Male Female Total 
Desemberaal 190450) 8s Clee Was ee Ny? 53 149 202 
December sl 194Ga tc ia Rye hs Oe 1G tos pene 62 178 240 


The increase in 1946 was necessitated by the greater number of transactions coming under the 
Board's supervision with the increase in private trade following the end of the war. 


*This expenditure, which represented payments to the Department of National War Services 
in connection with the cost of examination of mail for foreign exchange control enforcement pur- 
poses, ceased with the end of the war. 


*In addition to the Bank of Canada Annex, the Board occupied the following rented premises 
in 1946: 





Annual 

Rental 

Oceana, Odi srarkes St ao oe Yalan be lat unos! sie GO ne oat $  §=1,495 
Vancouver, Marifie Building itr Wak |e hae 0) a Bani ne 3,009 
Teronto ro Ty nse Ses Gi 0 MM wie aly Foie 6) MMU een 3,912 
Montreal) 152 Sty James Ot! west fig Md oo) ae pee ae 2,045 
Wandeor Canada’ Building (Si Gh A ae Jon ME ny DATs 
$ 12,636 


“Increased expenditures in 1946 were due principally to revisions in instructions, permit 
forms, etc., in preparation for the coming into force of the Foreign Exchange Control Act and new 
Regulations thereunder on January 1, 1947. 


*The approximate amount of fines and forfeitures collected for offences under the Foreign 
Exchange Control Order and credited to the Consolidated Revenue Fund was $11,000 in 1946 
compared with $48,000 in 1945, 
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MEMBERS OF FOREIGN EXCHANGE CONTROL BOARD 


G. F. Towers, Governor of the Bank of Canada, Chairman 

W. C. Crarx, Deputy Minister of Finance 

L. Germain, Director of Operations, Post Office Department 

M. W. Macxenzig, Deputy Minister of Trade and Commerce 

L. B. Pearson, Under-Secretary of State for External Affairs 

D. Sm, Deputy Minister of National Revenue, Customs and Excise 


L. Rasminsky, Executive Assistant to the Governors of the Bank of 
Canada, Chairman (Alternate) 


A. Latonpg, Solicitor, Post Office Department, Alternate to L. Germain. 
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